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Why perceived inflation is important?
Why perceived inflation is important?
households base their inflation expectations on the perceived
rather than actual inflation
perceptions are crucial for central banks
biased perceptions lead to biased expectations
Problem: European Commission’s BPI measure cannot be
compared with CPI directly
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Index of perceived inflation
Index of perceived inflation (Brachinger, 2006, 2008):
key points
reference point;
individuals place more weight on price increases than price
decreases;
consumers perceive inflation stronger for frequently purchased
goods than for those purchased seldom.
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Index of perceived inflation
Index of perceived inflation: formula
IPI0,t =
∑
i :pt(i)>p0(i)
[
c
(pt(i)− p0(i)
p0(i)
)
+ 1
]
f 0i +
∑
i :pt(i)≤p0(i)
pt(i)
p0(i)
f 0i (1)
where f 0i is a relative frequency of good i in the base period.
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Index of perceived inflation
Index of perceived inflation: comparison with
Brachinger’s findings
Comparison of IPI(2.0) and CPI rates in Italy. Findings
from this paper
Comparison of IPI(2.0) and CPI rates in Germany.
Source: Brachinger, H. (2008)
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Index of perceived inflation
Theoretical explanation of the reference year change
Time series of Italian CPI (level).
Graphical depiction of Prospect Theory applied to perceived
inflation with shifted reference points.
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Index of perceived inflation
Italian CPI rate and different NUTS1 rates of IPI(2.0)
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Index of perceived inflation
Italian CPI rate and different NUTS2 rates of IPI(2.0)
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Impact of news andmedia on perceived inflation
Model A: OLS, using observations 1997–2015 (T = 19)
Dependent variable: bpi
Coefficient Std. Error t-ratio p-value
const −5.51716 7.53344 −0.7324 0.4739
gr.rate_cpi 1847.42 392.508 4.7067 0.0002∗∗∗
Mean dependent var 26.64259 S.D. dependent var 20.39689
Sum squared resid 3251.487 S.E. of regression 13.82982
R2 0.565808 Adjusted R2 0.540267
F (1, 17) 22.15319 P-value(F ) 0.000203
Log-likelihood −75.81291 Akaike criterion 155.6258
Schwarz criterion 157.5147 Hannan–Quinn 155.9455
ρˆ 0.637940 Durbin–Watson 0.643906
Model 1: OLS, using observations 1997–2015 (T = 19)
Dependent variable: bpi
Coefficient Std. Error t-ratio p-value
const −3.49499 6.08417 −0.5744 0.5737
news_inflation 0.958206 0.297918 3.2163 0.0054∗∗∗
gr.rate_cpi 1270.62 362.732 3.5029 0.0029∗∗∗
Mean dependent var 26.64259 S.D. dependent var 20.39689
Sum squared resid 1974.721 S.E. of regression 11.10946
R2 0.736303 Adjusted R2 0.703341
F (2, 16) 22.33783 P-value(F ) 0.000023
Log-likelihood −71.07539 Akaike criterion 148.1508
Schwarz criterion 150.9841 Hannan–Quinn 148.6303
ρˆ 0.483556 Durbin–Watson 0.927334
Impact of news andmedia on perceived inflation
Model B: OLS, using observations 1997–2015 (T = 19)
Dependent variable: gr.rate_ipi
Coefficient Std. Error t-ratio p-value
const 0.000374326 0.00801163 0.0467 0.9633
gr.rate_cpi 1.27208 0.417422 3.0475 0.0073 ∗∗∗
Mean dependent var 0.022519 S.D. dependent var 0.017774
Sum squared resid 0.003677 S.E. of regression 0.014708
R2 0.353294 Adjusted R2 0.315253
F (1, 17) 9.287070 P-value(F ) 0.007278
Log-likelihood 54.26516 Akaike criterion −104.5303
Schwarz criterion −102.6414 Hannan–Quinn −104.2106
ρˆ 0.094096 Durbin–Watson 1.627695
Model 2: OLS, using observations 1997–2015 (T = 19)
Dependent variable: gr.rate_ipi
Coefficient Std. Error t-ratio p-value
const 0.000487564 0.00829812 0.0588 0.9539
news_inflation 5.36581e–005 0.000406326 0.1321 0.8966
gr.rate_cpi 1.23978 0.494726 2.5060 0.0234∗∗
Mean dependent var 0.022519 S.D. dependent var 0.017774
Sum squared resid 0.003673 S.E. of regression 0.015152
R2 0.353998 Adjusted R2 0.273248
F (2, 16) 4.383869 P-value(F ) 0.030330
Log-likelihood 54.27551 Akaike criterion −102.5510
Schwarz criterion −99.71770 Hannan–Quinn −102.0715
ρˆ 0.100114 Durbin–Watson 1.620428
Conclusions
Conclusions
perceived and actual inflation differ considerably
South-North disparities are present in the perceptions of
inflation
IPI seems to be not influenced by media
reference year change should be included in the construction of
IPI.
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Conclusions
Thank you for your attention!
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